BEFORE THE STATE TAX APPEAL BOARD

OF THE STATE OF MONTANA

GAYLE ARLENE LABLANC, )
) DOCKET NO.: PT-1997-126
Appel | ant, )
)
-VS- )
)
THE DEPARTMENT OF REVENUE ) FI NDI NGS OF FACT
OF THE STATE OF MONTANA, ) CONCLUSI ONS OF LAW
) ORDER and OPPORTUNI TY
Respondent . ) FOR JUDI Cl AL REVI EW

The above-entitl ed appeal was heard on Septenber 30,
1998, in the Gty of Butte, Mntana, in accordance with an
order of the State Tax Appeal Board of the State of Mntana
(the Board). The notice of the hearing was given as required
by | aw.

The taxpayer, Gayle LaBl anc, presented testinony in
support of the appeal. The Departnent of Revenue (DOR),
represented by Joe Rask, appraiser, presented testinony in
opposition to the appeal. Testinony was presented, exhibits
were received, and the Board then took the appeal under
advisenment; and the Board having fully considered the
testinony, exhibits and all things and matters presented to it

by all parties, finds and concl udes as foll ows:



FI NDI NGS OF FACT

1. Due, proper and sufficient notice was given of
this matter, the hearing, and of the time and place of the
heari ng. Al parties were afforded opportunity to present
evi dence, oral and docunentary.

2. The property which is the subject of this appeal
is described as foll ows:

| mprovenents only |ocated on Lot 3, Block 6 and
the West 6.7 of Lot 7, Block 3, Law or Addition,
Butte, County of Silver Bow, State of Mntana (DOR
| D nunber 1122200).

3. For the 1997 tax year, the DOR appraised the
subj ect inprovenents at a val ue of $51, 450.

4. The taxpayer appealed to the Silver Bow County
Tax Appeal Board on Novenber 21, 1997 requesting a reduction in
val ue to $29,000. The stated reason on the appeal formwas as

foll ows:

Property not assessed the sane as other four plexes.
Sone six plexes are assessed | ower. Pl ease review
attached property appraisal conpari sons. \%%
appraised value is the average of 10 properties
assessed as a 4-pl ex.

5. In its February 24, 1998 decision, the county
board deni ed the appeal, stating:

The evi dence presented by the Departnment of Revenue
was sufficient to establish its value and the
evi dence presented by the taxpayer was of properties
not located in the sane area as the subject property



and was not sufficient to result in an adjustnent.

6. The taxpayer then appeal ed that decision to this
Board on February 27, 1998, with attached pages outlining the
reasons for appeal.

TAXPAYER' S CONTENTI ONS

The taxpayers attached statenents to the appeal formin

summary state the foll ow ng:

| am appealing the decision of the Butte-Silver Bow County Tax Appeal
Board because of the inequality of assessed values for conparable
properties.

The assessment office denied the original appeal because nmy incone
statenent fits the current incone nodel, even though properties not in ny
nei ghbor hood category generate nore income as shown by Exhibit D  The
nodel does not use actual inconme; the nodel rents are based on estimated
rents in the nei ghborhood. The rents for ny property are actual, and | did
acquire actual rents for some of the conmparisons | used. (exhibit D)

The County tax Appeal Board made no adjustment on the basis nmy conparisons
were not in the sanme neighborhood category, even though many of the
conparisons are three or four blocks frommy property and one bl ock from
ny nei ghborhood cl assification. Rental properties should be appraised
equal |y, according to the incone generated.

Taxpayers exhibit #1 are the conparable properties which
were presented at the county hearing. Sumrarized, this exhibit

illustrates the foll ow ng:

When we initially received the reassassment (sic) of the 4-plex on 1034 W
Br oadway, Assessnent Code 0001122200, the projected increase was $8360,
for the future assessnment of $53, 700. The current value is $45, 140
Initially this seemed reasonabl e, until upon investigation of conparison
properties, we found six-plexes appraised for less than the 4-plex
Conparison properties were evaluated against the 4-plex, and based on
t hese conparisons, the 4-plex has been reassassed (sic) unfairly, and is
currently assessed higher than future assessnents of conparable
properties.

A copy of the 1996 | ncone Tax Form Schedule E is attached. Please note
that the taxes and utilities represent 75% of the 1996 total, since we
live in one of the apartnments. W pay all heat and water. The tenants pay
for their own electricity. The apartments are all one bedroom



We purchased the building in August of 1990 for $25,000 from Chris
Swenson, who inherited the property fromher father, Ron Parini. | have
lived in the apartnment since Cctober, 1975. Wen Ron owned the buil di ng,
he had a new boiler installed. The building was replunbed (sic) and
reroofed (sic) in 1991-1992. New electrical boxes have been installed on
t he outside of the building, but the 4-plex has not been rewred.

Current | ncome:

1028 w. Broadway - $275.00
1030 W Broadway - $290.00
1032 W Broadway - $290.00
Tot al $855. 00

A Rental Property Assessnent conparison is attached. There are only two
properties |listed whose future assessed value is greater than the current
val ue of the 4-plex; and, one is a 5-plex and one is a 6-plex.

It is apparent that our concerns for reassassment (sic) of the property
are justified. Please review this assessnent.

RENTAL PROPERTY ASSESSMENT COMPARI SON

A. Si x-Pl ex, 707, Assessnment Code 1523000
ad - $34,400 New - $49, 200

B. W ma Apartnment, 737 W Park, Assessment Code 214500
ad - $31,400 New - $42,000

C. Si x-Pl ex, 718 W Park, Assessnment Code 1061500
ad - $45,000 New - $39, 400??

D. Four - Pl ex, 634-636-638-640 W Broadway, Assessment Code 664300
ad - $31,500 New - $31,100 ?7?

E. El derkin Buil ding, 301 W Park, Assessment Code 667400
ad - $62,290 New $30,300 ??

F. Fi ve-Pl ex, 401 W Granite, Assessnment Code 649500
ad - $59,700 New - $54, 000 ?

G Four-Pl ex, 730-730 2 W Gal ena, Assessnent Code 1152300
ad - $35,800 New - $31, 000 ??

H. Garl and Apartnments, 320-322 W Broadway, Assessnment Code 232900
ad - $27,416 New - $45, 200

l. Four - Pl ex, 510-512-514-516 S. Washi ngton, Assessnent Code 318200
ad - $32,700 New - $42, 400

J. Four-Pl ex, 1019-1021 Front Street, Assessnment Code 1627400
ad - $23,300 New — 23,400 ????

K. Four-Pl ex, 1025 Front Street, Assessnment Code 82600
ad - $21,700 New - $20, 800 ????



L. Four-Pl ex, 834-836 W Granite, Assessment Code 1607900
ad - $37,100 New — $45, 900

M 4- Pl ex, 729-731-731%733 W Broadway, Assessnment Code 962400
ad - $37,100 New - $30,500 ???

N. 5-Pl ex, 626 W Gal ena, Assessnent Code 1121100
ad - $37,000 New - $45, 700 ??

The | ocal board’ s decision stated “..evidence presented by
t he taxpayer was of properties not |located in the sane area as the
subject property and was not sufficient to result in an
adjustnment.” As a result of that decision, the taxpayer stated she
attenpted to select conparable properties wthin the sane
nei ghbor hood as the subject property, neighborhood 607G Thi s
nei ghbor hood determ nation is nade by the DOR The taxpayer
stated she didn’t understand how properties that are essentially
simlar in nost respects can have such different market val ues when
they are located within two to three blocks from the subject
property. (properties illustrated in ex. #1)

Taxpayers exhibit #2 illustrates eight rental properties.
Six of the eight are located in neighborhood 607G the subject
nei ghbor hood. Page one of taxpayers exhibit #2 is a table titled
“Rental Property Assessnent Conparison — 607G, and illustrates the
fol | ow ng.
11
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PROPERTY OLD VALUE NEW VALUE NEI GHBORHOOD UNI TS

AA $33, 800 $22, 700 610A 4 efficiencies, unit heat
BB $36, 700 $63, 700 607G 4 2-bedroons, unit heat

CcC $42, 400 $68, 500 607G 4 2-bedroons, central heat
DD $51, 800 $89, 600 607G 4 2-bedroons, 2 1 bedroons
EE $42, 000 $70, 000 607G 4 2-bedroons, unit heat

FF $57, 200 $71, 600 607G 6 2-bedroons, central heat
GG $35, 360 $35, 800 610A 5 1-bedroonms, unit heat

HH $63, 600 $70, 300 607G 4 2-bedroons, unit heat

The taxpayer testified that differences exist between her
sel ected conparable properties and the subject, i.e., nunber of
units, age, heat as a | andl ords expense or a tenants expense. She
indicated that the location is simlar for each of the properties,
the upper west-side of Butte. The DOR has determ ned different
nei ghbor hoods wi thin the upper west-side. The taxpayer stated that
her frustration is that properties located in the adjacent
nei ghbor hood, two to three blocks from the subject are valued so
much | ess than the subject property.

Taxpayers exhibit #3 is a map illustrating nost of the
| ocations of the conparable properties listed on exhibits #1 and #2
as well as the subject.

The taxpayer subm tted photographs (ex. 7) of a mgjority
of the conparable properties described and illustrated on exhibits
#1, #2 and #3.

DOR' S CONTENTI ONS

The DOR has determ ned the market value of the subject
property to be $2,250 for the land and $51,450 for the

i nprovenents. (ex. A, pg. 6)




The DOR s nei ghborhood determ nation for the subject
property is identified as “nei ghborhood trend 607G . (ex. A pg. 2)
The subject is located in the vicinity of Mintana Tech Coll ege;
therefore, is location is superior to those properties located in
“nei ghbor hood 610A”.

The income approach to value was the DOR s selected

apprai sal nethod. (ex. B) summarized, this exhibit illustrates the
fol | ow ng:
I ncome Portion
4 1-bedroom @ $250.00 = $1,000
Twel ve Mont hs X 12
Tot al $12, 000
Per cent COccupancy X 90%
Ef fective Gross Income  $10, 800
Total Expenses - $ 3,264
Managemnent - $ 500
Net | ncone $ 6,996

Income Capitalization

Equity Ratio 1.00 x Cash on Cash .111

Ef fective Tax Rate . 019

Total Capitalization Rate . 130

Net I ncone $6,996 @ . 130

Val ue, | nconme Approach $53, 800 ($6, 996/.13)

Parcel Commercial Value Sunmary
Cost $64, 250
I ncore $53, 800

M. Rask testified the unit rent the DOR utilized wthin
their nodels is what woul d be considered typical rent for the area
and not actual reported rents.

DOR s exhibit C and D are sales of rental properties in
nei ghbor hoods 610A and 607G respectively, sumrarized this exhibit
illustrates the foll ow ng:

Il



Property Subj ect Sal e #1 Sal e #2 Sal e #3 Sal e #4

Sale $ $38, 000 $25, 000 $25, 000 $33, 000
# Units 4 4 4 3 4
# 1 Bdrm 4 4 4 3 0
# 2 Bdrm 0 0 0 0 2
Tot Bdrmns 4 4 4 3 8
Tot Liv Area 3840 3192 3464 2670 4240
Yr Blt 1900 1900 1910 1900
Quality Av A- F+ A- F+
NBHD 607 G 10 A 10 A
DOR Val ue $53, 700 $29, 754 $30, 516 $31, 637 $41, 500
DOR/ SP Ratio 0.78 1.22 1.27 1.26
$ Per Sq Ft $13. 98 $11. 90 $7.22 $9. 36 $7.78
$ Per Unit $13, 425 $9, 500 $6, 250 $8, 333 $8, 250
Property Subj ect Sal e #1 Sal e #2 Sal e #3
Sale $ $54, 938 $70, 000 $57, 000
# Units 4 4 5 3
# 1 Bdrm 4 0 5 1
# 2 Bdrm 0 4 0 2
Tot Bdrmns 4 4 5 5
Tot Liv Area 3840 4928 34645 3028
Yr Blt
Quality Av Av Av
NBHD 607 G 607 G 607 G 607 G
DOR Val ue $53, 700 $68, 283 $68, 283 $47, 286
DOR/ SP Ratio 1.14 .98 . 83
$ Per Sq Ft $13. 984 $11. 148 $15. 07 $18. 824
$ Per Unit $13, 425 $13, 735 $14, 000 $19, 000
M. Rask testified the capitalization rate for

nei ghbor hood 607G is 13% and for nei ghborhood 610A is 18% These
rates were derived fromsales within the respective nei ghborhoods.
M. Rask testified that neighborhood 610A is a |ess desirable
nei ghbor hood t han 607G t he subj ect nei ghbor hood.

M. Rask presented sales information of the properties
listed on taxpayers exhibit #1 and the reported sale dates and sal e

anounts are as foll ows:

Property Nei ghbor hood Sal e Date Sal e Anpunt
718 W Park 610G 4/ 92 $40, 000
634 W Broadway 610G 3/93 $33, 000
301 W Park 621 10/ 92 $65, 000
626 W Gal ena not identified 8/ 97 $58, 500



BOARD S DI SCUSSI ON

The taxpayers main concern is that property within the
DOR s nei ghbor hood determ nation of 610A are being val ued | ess than
her property, and fromall indications they are for the nost part
simlar i.e. use, construction, age, etc. The Appraisal of Rea
Est at e, 11'" Edition, Characteristics of Neighborhoods and
Districts:

A nei ghborhood exhibits a greater degree of uniformty
than the larger surrounding area. Gbviously, no group of
i nhabitants, buildings, or business enterprises can
possess identical features, but a neighborhood is
perceived to be relatively uniform Many shared features
may be evident in a neighborhood, including simlar
buil ding types and styles, population characteristics,
econom c profiles of occupants, and zoning regul ations
that affect l|and use. The variables that suggest
simlarity are not limted to physical characteristics.
The social, econom c, and governnental forces operating
within a neighborhood contribute as nuch to its
definition and the physical environnent. The varied
nature of different nei ghborhoods reflects this fact.
Simlarity may also be indicated by the dom nant | and
use, rent and occupancy levels, the credit strength of
occupants, and the ages of the buil dings.

The Board agrees that nei ghborhood delineation s should
be recogni zed within the apprai sal process, and based on the DOR s
exhibits and testinony this has been recognized in the nass
appr ai sal process.

M. Rask testified to the various differences in rents
bet ween the two nei ghborhood i ncone nodel s as foll ows:
11
11



Nei ghbor hood 610A  Nei ghbor hood 607G (subj ect)

Unit Type Mont hl y Rent Mont hl y Rent
Ef ficiency $185 $190
1 Bedroom $225 $250
2 Bedroom $275 $300
3 Bedroom $350 $300
Capitalization Rate 18% 13%

As noted above, the rents between the two nei ghbor hoods
do not vary significantly. For some unknown reason the nonthly
rent for three bedroomunits in nei ghborhood 610A is $50 per nonth
hi gher than the sanme unit rent in the subject neighborhood. M.
Rask testified the capitalization rates were derived fromthe sal es
of rental property. The International Association of Assessing
O fcers, Property Assessnent Valuation, Market Conparison Mt hod:

This is a second nmethod used in selection the
property discount rate and is appropriate when conparabl e
information fromconpetitive properties can be obtai ned.
It is very reliable because it directly reflects the
di scount rate indicated by actual investnents in the
i ncome- produci ng property nei ghborhood. In theory the
mar ket conparison nethod is quite sinple, since it
i nvolves only dividing the net incone after recapture and
after real estate taxes for a conparable property by its
sale price. The fornula used is “incone divided by val ue
equates rate.” The result is the discount rate for the
property under analysis. (enphasis added)

M. Rask testified the expenses within the inconme nodel
for nei ghborhood 610A are higher than the subjects neighborhood
nodel .

Based on M. Rask’s testinony, neighborhood 610A has
| ower rents, higher expenses and a higher capitalization rate, all

of which have a val ue reducing affect.
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The incone and expense information from the taxpayers

1996 tax return (ex.5) in conparison to the DOR s i ncone approach

for the subject illustrates the foll ow ng:
Taxpayer DOR

Rental |ncone $ 9,100 $12, 000
| ncome Adj.(owners unit) $ 3,480 $ 0
G oss | ncone $12, 580 $12, 000
Vacancy/ Col | ecti on Loss NA ($ 1, 200)
Ef fective Gross Incone (EQ) $12, 580 $10, 800
Expenses

Expenses ($ 3, 264)

Managenent ($ 540)

| nsur ance ($ 316)

Suppl i es ($ 19)

Wilities ($ 3,126)

Repairs ($ 630)
Total Expenses ($ 4,091) ($ 3,804)
Net Operating Incone (NJ) $ 8,489 $6, 996

Expense Rati 0os
Taxpayer - Expenses/EG - $4, 091/ $12, 580
DOR - Expenses/EA - $3, 804/ $10, 800

32.5%
35. 2%

The taxpayers data is based on one years actual incone
and expenses. Appraisal nethodol ogy recogni zes that typical incone
and expense be used when val uing property. The above anal ysis
indicates that the decisive factor in the determ nation of the
mar ket value for the subject rests with the appropriate overal
capitalization rate. M. Rask testified the DOR s information
suggested a capitalization rate of 13% for the subject
nei ghbor hood. If the subject property were to be located in

nei ghbor hood 610A, approximately two bl ocks east, it would benefit

with lower unit rent of $225 per nonth, higher expenses and a

11



hi gher capitalization of 18% The approxi mate val ue indication
based on being | ocated in neighborhood 610A is $33,167. A variance
of 5% in a capitalization rate significantly inpacts the overal
val ue indication

The Boar d IS concer ned wth t he appropriate
capitalization rate applied to the net operating inconme as
determned by the DOR.  There is nothing in the record to indicate
that 13% or 18% is the appropriate rate. The Board is left to
anal yze the sales of the various conparable properties as testified
to, along with the taxpayers purchase in 1990 for $25, 000. The
taxpayer testified that she purchased the property from an
i ndi vidual who had inherited the property. Ms. LaBlanc was a
tenant at the time of purchase and testified the property was not
listed through Multiple Listing Service or exposed to the open
market. In addition, there is nothing in the record to indicate
t hat the owner was under any undue influence to sell the property.
Ms. LaBlanc being a tenant of the building may have had a distinct
advant age of having knowl edge of the overall condition and upkeep
of the property. This sale is sonmewhat dated with respect to the
DOR date of value being January 1, 1996. It is the Board s opinion
the sale cannot be ignored and wll be given the weight it
deserves. The followng table is the Board s illustration of sales
presented in this hearing:

Il
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Sal es | ocated in Neighborhood 610A.

Property/ 634 W 718 W 710 W 729 W 732 W
Locati on Br oadway Par k Gal ena Br oadway Br oadway
Nei ghbor hood 610A 610A 610A 610A 610A
Sal e Date 3/ 93 4/ 92 Unknown Unknown Unknown
Sale Price $33, 000 $40, 000 $38, 000 $25, 000 $25, 000
# of units 4 6 4 4 3
Efficiency units 0 0 0 0 0
1 bedroomunits 4 0 4 4 3
2 bedroom units 0 6 0 0 0
3 bedroom units 0 0 0 0
$/ Uni t $8, 250 $6, 667 $9, 500 $6, 250 $8, 333
Sal es | ocated in Neighborhood 607G
Property/ 328 S. 1107 W 957 W Subj ect/
Locati on Excel Par k Br oadway 1034 W
Br oadway
Nei ghbor hood 607G 607G 607G 607G
Sal e Date 1/ 95 2/ 94 9/ 92 8/ 90
Sale Price $53, 700 $57, 000 $70, 000 $25, 000
# of units 4 3 5 4
Efficiency units 0 0 0 0
1 bedroomunits 0 1 5 4
2 bedroom units 4 2 0 0
3 bedroom units 0 0 0 0
$/ Uni t $13, 425 $19, 000 $14, 000 $6, 250
Subj ect sale and the 1997 DOR val ue.
Property Subj ect Subj ect %
Change
Appr ai sal Dat e/ 8/ 90 1/ 1/ 96 64
Sal e Dat e nont hs
Increase per nonth 1.8%
(115% 64) nont h
Sale Price $25, 000 $53, 700 +115%
$/Unit (4 units) $6, 250 $13, 425 +115%
Ms. LaBlanc’s concern before this Board is that

properties |ocated in nei ghborhood 610A are being val ued | ess than

her property which is located in neighborhood 607G The Board

rejects the taxpayer’'s argunents in favor of reduced val uation
based upon her conparison of her assessnment with those located in
t he adj acent nei ghbor hood.

.And in no proceeding is one to be heard who
conplains of a valuation which, however

13



erroneous it may be, charges himonly wth a
just proportion of the tax. If his own
assessnment is not out of proportion, as
conpared wth the valuations generally on the
sane roll, it is immterial that sonme one
nei ghbor is assessed too little; and another
too nmuch. (Enphasis supplied.) State ex rel
Schoonover v. Stewart, 89 Mnt 257, 297 Pac
476) .

The Board does agree with the DOR s testinony that rents
may actually be higher the closer the property is located to
Mont ana Tech. In addition, the vacancy factors could be I|ess
based on the proximty to the college, reducing a potential buyer’s
risk; therefore, resulting in a lower capitalization rate. It is
true, as a general rule, that the appraisal of the Departnent of
Revenue is presuned to be correct and that the taxpayer nust
overcome this presunption. The Departnment of Revenue shoul d,
however, bear a certain burden of providing docunented evidence to

support it assessed values. (Western Airlines, Inc., v. Catherine

M chunovich et al., 149 Mont. 347, 428 P.2d 3,(1967). As

previously stated, there has been nothing submtted to the Board to
support either a 13%or 18%capitalization rate.

Three of the five sales as testified to by the DOR are
| ocated on West Broadway in neighborhood 610A The subj ect
property is also |located on Wst Broadway, approximately four to
five blocks west of the sales. In addition, these sales each
consi st of one-bedroom units. It is the Board s opinion the

subj ect shall be val ued based on the incone nodel for nei ghborhood

14



607G with the application of an 18% overall capitalization rate:

| ncome Portion

4 1-bedroom @ $250.00 = $1,000
Twel ve Mont hs X 12
Tot al $12, 000
Per cent Occupancy X 90%
Effective Gross I ncone $10, 800
Total Expenses - $ 3,264
Management - $ 500
Net | ncone $ 6,996

Income Capitalization

Equity Ratio 1.00 x Cash on Cash .161
Ef fective Tax Rate . 019
Total Capitalization Rate . 180
Net | ncone $6,996 @ .18

Val ue, Income Approach $38, 867 ($6, 996/. 18)

Land $ 2,250
| nprovenents $36, 616
Tot al $38, 867

This val ue indication of $38,867 reflects an increase of
55% fromthe tinme the taxpayer purchased the property in 1990 for
$25, 000.
CONCLUSI ONS OF LAW

1. The State Tax Appeal Board has jurisdiction over this
matter. 815-2-301 MCA

2. 8§15-8-111, MCA. Assessnent - market value standard -
exceptions. (1) Al taxable property nust be assessed at 100% of
its market val ue except as ot herw se provided.

3. 15-2-301, MCA, Appeal of county tax appeal board
decisions. (4) In connection with any appeal under this section,
the state board is not bound by conmmon | aw and statutory rul es of
evidence or rules of discovery and may affirm reverse, or nodify

any deci si on.

15



4. The appeal of the taxpayer is hereby granted in part and
denied in part and decision of the Silver Bow County Tax Appeal
Board is nodified.
11
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ORDER

| T I'S THEREFORE CRDERED by the State Tax Appeal Board of the
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State of Montana that the subject property shall be entered on the
tax rolls of Silver Bow County by the Assessor of that county at
the 1997 tax year value of $2,250 for the |land and $36, 617 for the
i nprovenents. The appeal of the taxpayer is therefore granted in
part and denied in part and the decision of the Silver Bow County
Tax Appeal Board is nodified.

Dated this 21st of January, 1998.

BY ORDER OF THE
STATE TAX APPEAL BQOARD

( SEAL) PATRI CK E. MCKELVEY, Chairman

GREGORY A. THORNQUI ST, Menber
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